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Budget Period: 2005-07 
 
Budget Level: PL - Performance Level 
Recommendation Summary Text: 
 
The Problem:  Within existing capacity, the Unemployment Insurance (UI) Tax program cannot;  1)  detect when employers avoid their tax 
liability by not registering and paying UI taxes to cover the benefits for deserving workers; 2) provide the degree of training for tax 
specialists needed to perform their jobs; and 3) continue to provide unfunded services for businesses (without employees that would be 
covered by the UI program) as part of the Master Business License Program.  
 
The Solution:  The department proposes to target the new revenue that will be received by the department from an increased penalty for an 
employer's late report (2ESB 6097) for the purpose of addressing each of the three problem areas.  Non-reporting businesses will be discovered 
and taxes and penalties collected.  The Tax training program will be enhanced to increase the knowledge, skills and abilities of tax 
representatives.  Master Applications from businesses, regardless of their link with the department, will continue to be accepted.  
 
Fiscal Detail 
 
 
 Operating Expenditures FY 2006 FY 2007 Total 
 
 120-1 Administrative Contingency Account-State 552,743 523,363 1,076,106 
 Total Cost 552,743 523,363 1,076,106 
 
 
 Staffing FY 2006 FY 2007 
 Annual Average 
 FTEs 8.0 8.0 8.0 
 
 
 
 
 
Package Description: 
 
As a result of 2ESB 6097, employers will be assessed an increased fine for a late Unemployment Insurance Tax report.  The previous $10 fine will 
be increased to $25.  The department proposes that this $15 increase, (which is estimated to total $675,000 per year as increased revenue to the 
Administrative Contingency Fund) be targeted to address current funding issues within the UI Tax program.   Additional revenue in the Trust Fund 
is expected to be 205,000 in FY 2006 and 233,000 in FY 2007.  
 
 
· Tax Discovery/Recovery  The department's UI Tax and Wage Administration programs have been allocated no overall increase in FTE's in the last ten 
years but the number of accounts has continued to grow incrementally.  In 1992, we had approximately 137,000 active employers and today that 
number 
exceeds 207,000.  While the department is successful in collecting all known tax liability (98% collection rate), funding is not available for staff for 
tax discovery purposes (investigation of leads to discover non-reporting businesses, i.e., the "underground economy").  This proposal will provide 
staff critical to this effort.  These staff will perform investigations and audits coupled with compliance actions in order to level the playing field 
for all businesses with employees in Washington State.   
 
Cost:  3.3 FTE and $465,828       for the biennium  
 
· Tax Training  Currently, the UI Tax Quality/Training Program consists of two staff charged with developing and maintaining training packages for 
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the seven tax programs administered by UI Tax and Wage Administration.  In the past, local tax office administrators were working supervisors, 
highly trained and experienced with the UI Tax Programs and as such, were charged with training their own staff with modules provided by Central 
Office.  Today, the administrators are hired with an emphasis on management and administrative skills with the complex tax work assigned at the staff 
level.  This means that the training, at all levels, must be provided by Central Office.  With the implementation of 2ESB 6097 and the myriad of new 
penalties and audit requirements, timely and in-depth training for the 218 UI Tax and Wage Administration staff becomes critical in nature.  With the 
expanding need for current and up-to-date training programs, it is critical that this unfunded need be met.    
 
Cost: 2.1 FTE and $320,692       for the biennium  
 
 
· Master Business Application Process  Employment Security has assumed the additional operating costs for participation in the Master Business 
License Program since it was implemented in 1987.  The Master Business License Program was developed with five partner agencies to provide better 
customer service to new businesses through a "one-stop" shopping concept. Currently, 70% of the employers visiting our offices to register a 
business do not need to register with the Department, because they do not have employees that would be covered under the UI law.  Given the extreme 
budget situation the department now finds itself in, we are simply no longer in a position to continue to provide unfunded services.  In many cases, 
the ESD District Tax Office (DTO) is the only entity available to accept and process these applications.  Data was extrapolated from our Bellevue DTO, 
which is the hardest hit, and used to calculate the costs for providing this unfunded service statewide.  Without funding, this service can no longer be 
provided.   In addition, despite the effort to provide a streamlined and coordinated registration process, it is possible that our efforts in this 
regard would be viewed as an unallowable cost by our federal funding source.  
 
Cost: 2.6 FTE and $289,586       for the biennium  
 
Narrative Justification and Impact Statement 
 
 
How contributes to strategic plan: 
The Department's strategic plan requires that;  
· high quality, demand driven services be provided for the workforce;   
· benefits be paid accurately and eligibility decisions be made timely;   
· the integrity of the Trust Fund be protected;   
· the Department provide superior internal and external customer service;   
· timely determinations of new employers subject to UI Tax be provided;   
· timely tax collection be made, and   
· timely and accurate tax reporting is increased.   
 
Goals:    
1. Identify businesses not registered, reporting or otherwise complying with UI tax and wage reporting requirements.  
2. Develop and produce quality tax training products and provide training to tax staff both in Central Office and local District Tax Offices.  
3. Continue to provide (currently unfunded) Master Business Application Services to business customers.    
 
 
Output Measures       
 
1. Leads will be reviewed to determine if an audit referral is appropriate:    
FY 2006  1,200     
FY 2007  1,200  
 
a)  leads that will result in new registration;    
FY 2006  840     
FY 2007  840  
 
b)   leads that result in discovered tax liability; and  
FY 2006  504     
FY 2007  630  
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c)   identify, assess, and recover tax dollars including applicable penalties and interest.  
FY 2006  $205,111  
FY 2007  $233,081  
 
2. Training Modules will be developed that include at  
least one on-line (interactive) course.  
FY 2006  4     
FY 2007  4  
 
3.    Businesses will have Master Business Licenses processed.    
FY 2006   578  
FY 2007   625  
    
Outcome Measures  
 
1. Register those employers who are discovered to have  
not registered with our Department as required and   
assess any applicable taxes, penalties and interest due:  
FY 2006  100%   
FY 2007  100%  
 
2.   Conduct training to ensure high levels of performance for:  
a)   timely determinations of new employers subject to UI tax; FY 2006   90%  
FY 2007    90%  
 
b)    timely tax collection; and  
FY 2006   98%  
FY 2007   98%  
 
c)    timely and accurate tax reporting.  
FY 2006  85%  
FY 2007  85%  
 
3.   Businesses seeking registration assistance from the  
Department that would otherwise not register with the   
Department will be served by having their Master  
Applications accepted and processed rather than directed  
to another Department.   
FY 2006  100%  
FY 2007  100%  
 
 
Performance Measure Detail 
 
 
 Activity:  A001 Administrative Overhead Costs 
 Incremental Changes 
 
 No measures submitted for package 
 Activity:  A007 Unemployment Insurance, Benefits, and Taxation 
 Incremental Changes 
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 No measures submitted for package 
 
 
Reason for change: 
 
This proposal is being presented at this time due to a combination of factors, including:  
 
· Inadequate federal funding of the Unemployment Insurance Program.  
· Increased awareness and concern over the "underground economy" where employers escape their responsibility to sustain the unemployment 
insurance safety net.  
· Increased complexity of the UI Tax system and a lack of capacity to meet training needs for Tax representatives throughout the state.  
· Inability of the department to subsidize the completion of Master Business Applications, where no benefit is received by the department and 
limited federal funds are needed for UI purposes.  
 
Impact on clients and services: 
 
Customer service will be maintained or increased.  Training modules will be developed and provided to staff; customers approaching ESD will 
continue to have their Master Business Licenses processed; and employers not registered nor meeting their unemployment insurance tax liability to 
the state will be identified, registered, audited, and appropriate taxes assessed.  
 
Tax Discovery/Recovery Proposal:  Due to lack of resources, the department has been unable to fund necessary staff to take on this critical area. 
Without these funds, the department will not be able to meet it's strategic goals to provide high quality, demand driven services; to pay benefits 
accurately and timely; to provided superior internal and external customer service; to make timely determinations of new employers subject to UI Tax 
and to collect taxes timely; to increase accurate tax reporting; and, most importantly, to protect the integrity of the Trust Fund.   Fully-assessed 
liability of all businesses covered under the law protects the integrity of the trust fund, ensures equity of treatment to all customers and allows 
for funds to ensure timely and accurate payment of benefits.  Without these funds, businesses will continue to "slip through the radar" and avoid 
their tax responsibility to the people of Washington.  The result is an unfair impact on those businesses that meet their legal tax liability to 
Washington State.  These illegally operating businesses do not contribute to the UI Trust Fund, impacting its integrity, and their employees do not 
receive benefits for which they would otherwise be eligible.  By taking on this critical area, Employment Security may also identify businesses that 
are not registered or meeting their legal responsibility with other departments, such as the Departments of Revenue or Labor and Industries.  A 
central database will be developed, allowing us to track categories of leads/investigations to determine the most effective methods to attack this 
problem.   
 .  
Training Proposal: Without an adequate number of well-trained staff, the department's goals cannot be accomplished.  The existing staff is limited in 
the work that it can accomplish within the current requirements. Training of staff is critical to enabling staff to provide superior internal and 
external customer service.  Without well-trained staff, timely and accurate determinations of new employers subject to UI Tax cannot be made, nor 
can timely and accurate tax collection efforts be maintained.   The department's goal to provide high quality, demand-driven services and to protect 
the integrity of the Trust Fund cannot be fully met without a highly trained, expert staff.    
 
The existing training effort is not fully funded, and the training responsibility is increasing to provide for training of both Central Office (104 
FTE's) and District Tax Offices (114 FTE's).  This need cannot be met without additional resources to support the effort.  Complete training 
packages must be developed including curriculum, desk aides and interactive modules.  A staff exchange program must be designed to ensure staff have 
a well-rounded background in the programs administered in central office and carried out in the field.  Because staff are located across the state, 
funds must be available to support travel and per diem for training opportunities, as well as the materials necessary for success.  
 
Employers have a right to expect expert service from their unemployment tax and wage representatives.  Account auditors must be skilled; tax 
assessment and collection must be conducted by knowledgeable and skilled staff; accounts must be set up by experts to ensure accurate tax rates are 
assigned and that businesses are able to meet their required tax responsibilities with the knowledge that they are being treated equitably and 
accurately within the legislative mandates.  Mistakes are expensive and certainly not the goal of this department.  A well-trained staff is the key 
to meeting these expectations and the department's goals.  
 
Master Business License Proposal:  Without a budget to pay for unfunded services, the department will no longer be able to provide customer service 
to businesses visiting our offices for the sole purpose of filing their Master Business Application.  We will, as others have done, need to refer 
them to a Department of Licensing office for this service, which certainly takes away from a "one stop" concept envisioned by the founders of this 
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program.  The staff time that we expend in this effort takes away from our ability to meet the service goals outlined in the department's strategic 
plan.   Performing unfunded work in addition to the department mandates is no longer possible.  While Employment Security staff have made every 
effort to meet this customer service demand, it is a service that we are not funded to undertake and it is time that must be spent on serving the 
unemployment insurance needs of businesses that are registered with the department. Without this additional funding, the department will no longer 
be able to provide this service.  
 
Impact on other state programs: 
 
If funding is approved, we will be able to continue services to the Master Business License Program; thus, these businesses will not be referred 
away from ESD to the Department of Licensing for service.    
 
Information related to unregistered businesses will be shared with the Departments of Revenue and Labor & Industries.  
 
Relationship to capital budget: 
 
There will be no impact to the capital budget. 
 
Required changes to existing RCW, WAC, contract, or plan: 
 
None 
 
Alternatives explored by agency: 
 
All possible funding alternatives have been explored.  Unemployment Insurance funding for program administration has dropped dramatically - to the 
extent that the department is in a Reduction-In-Force (RIF) situation, and we do not foresee budget growth in the short or long term. The department 
is cutting wherever possible, and eliminating all unfunded services.  The department is not in the position today, nor will it be in the future, to 
assume any new costs without full funding. 
 
Budget impacts in future biennia: 
 
These funds as identified should continue to be targeted to the Employment Security Department to fund necessary services. 
 
Distinction between one-time and ongoing costs: 
 
These costs are anticipated to be on-going except for Capital Outlays. 
 
Effects of non-funding: 
 
· Businesses that should be reporting to the department will be able to continue as a part of the "undergound economy", leaving legally registered 
tax-paying businesses to shoulder the load of maintaining the UI Trust Fund to cover benefits for deserving workers.   
 
· Staff will not have the level or degree of training necessary to perform their jobs.  The work in unemployment insurance tax is highly complex, 
requiring a high degree of accuracy.  Customer service will be impacted, errors may increase, benefits that rely on correct tax and wage data may 
not be determined correctly nor timely, and ultimately the health of the UI Trust Fund will be impacted.  
 
· The department cannot continue to provide unfunded services.  Therefore, businesses will need to file their Master Applications with the 
Department of Licensing.  
 
Expenditure Calculations and Assumptions: 
 
The capital outlays are one time costs only. 
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Object Detail FY 2006 FY 2007 Total 
 
 A Salaries And Wages 321,269 321,269 642,538 
 B Employee Benefits 84,409 84,409 168,818 
 E Goods And Services 106,793 106,793 213,586 
 G Travel 10,892 10,892 21,784 
 J Capital Outlays 29,380 29,380 
 Total Objects 552,743 523,363 1,076,106 
 
 
 


